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Section 1

INTRODUCTION AND SUMMARY

This Description and Justification (D&) is designed to provide an overvi ew of

the Chillicothe tariff. The following will discuss, in general, a description

of the conpany, tariff support material, and an overview of the cost and rate

devel opnent net hodol ogy.

Description of The Chillicothe Telephone Company and the Serving Area

The issuing carrier of this interstate access tariff is The Chillicothe
Tel ephone Company (hereinafter referred to as Chillicothe).
Chillicothe was incorporated on Decenber 14, 1927. Chillicothe is an
Chio corporation engaged in the business of transnmtting telephone
messages for approximately 37,000 custoners in ten central offices

| ocated in Ross, Pike, Pickaway, Jackson, Hocking, and Vinton counties,

i o. The ten central exchanges are known as, and are |ocated at,
Bai nbri dge, Bour nevi | | e, Chill'i cot he, d ar ksbur g, Frankfort,
Hal I svill e, Kingston, Londonderry, Massieville and R chnondal e. The

ten central offices serve 800 square mles in the 614 LATA.

The largest of the ten central exchanges 1is Chillicothe, the
headquarters location. The city of Chillicothe, Chio, founded in 1796,
is located in the Scioto R ver Valley in south central Onio.
Chillicothe is the county seat of Ross County, Chio's third |argest
county in land area. Only 45 miles from Colunbus, Chio's state

capital, Chillicothe sits in the center of southern Onio.



Tariff Support Material

The supporting material, which follows, is submtted pursuant to

Part 61.38 of the Commi ssion's Rules and Regul ati ons. The scope of

Part 61.38 "provides for an optional nmethod of filing for any |ocal
exchange carrier that is described as a Subset 3 carrier in Section
69.602 which elects to issue its own Access Tariff for a period
commencing on or after April 1, 1989, and which serves 50,000 or fewer
access lines in a study area as determ ned under Section 36.611(a)(8)
of the Conmi ssion's Rules.” The optional nmethod of filing is described
in DA 99-896, "In the Matter of Material to be Filed in Support of 1999
Annual Access Tariff Filings'," released: My 13, 1999; Paragraph 17
The Order directs baseline rate-of-return conpanies choosing the option
of adopting the test period and past year cost of service (PYCQOS)
period study required of the larger tel ephone conpanies in this Oder

to acconpany their 2000 annual access tariff filing with the follow ng

cost support data:

Revenue Requirenent Devel opnment - A PYCOS study for the nost recent 12-

mont h period; paragraph 20 of this Oder defines the PYCOS period as

January 1, 1999, through Decenber 31, 1999.

A study projecting costs for a representative 12-nmonth period (test
year) paragraph 20 of this Order adopted the test year period of July

1, 2000, through June 30, 2001 (hereinafter referred to as 2000-2001).



Demand Quantification - The description and devel opnent of the test

year demand quantities for switched and special access. Denmand
gquantities include access mnutes, transport mnute mles, and speci al

access |ines.

Rate Devel opnent - The description and devel opment of access rate

elements along with the various types of applicable rates.

Summary of Cost and Rate Development

Chillicothe has used a multi step process to determine its interstate
revenue requirenent and associated rates for the test vyear. In
devel opi ng the Conpany's test year rates, the Company first prepared a
test year budget (using FCC Part 32 rules). The budget was then input
into cost study nodels in accordance with Parts 36 and 69 of the
Conmi ssion Rules. Demand projections were al so conpleted to accurately
develop Chillicothe's cost-based rates. Detailed descriptions of each

step are included in the remaining sections of this D&J.

Summary of Tariff Changes

1. The Chillicothe tariff, effective July 1, 1998, conforns to CC
Docket No. DA 96-262, "In the Mtter of Access Charge Refornf
Adopted July 10, 1997. Specifically, the following itens have been
addressed by Chillicothe and incorporated into the filing:

SS7 Costs. The STP costs in the tandem sw tching category have

been reallocated to the | ocal sw tching el ement.



Central Office Equipment Maintenance Expenses. Chillicothe has

allocated CCE nmintenance expense based on related CCE
i nvestnment. Therefore, COE switching expense is allocated based
on the distribution of COE switching investnent, COE operator
expense is allocated based on the distribution of COE operator
i nvestnment, and CCE transm ssion expense is allocated based on
the distribution of CCE transmission investnent. These
allocations are identified in the projected cost study, form S

11.

1. Chillicothe is in conpliance with the Universal Service-Related Part
69 Changes. Specifically, incunbent |ocal exchange carriers using
uni versal service support received from the new universal service

mechani snms nmust reduce or satisfy the interstate revenue requirenent

otherwise collected through interstate access charges. DEM
wei ghting assistance will be received through the universal support
mechani sm and not access charges. Chillicothe has revised its

projected cost studies to incorporate an un-weighted DEM

Additionally, interstate USF Support found in Account 6540 is

excluded fromthe tariff filing cost support.

Summary of Accounting Changes

Cash Working Capital - Paragraph 65.820(d) of Part 65 allows Cass B

carriers to calculate Cash Wrking Capital (CA), the average anount of
i nvestor-supplied <capital for a carrier's day-to-day interstate

operations, by performing a lead-lag study or wusing a formula



established by the Chief Common Carrier Bureau. Per CC Docket No. 97-
149, In the Matter of 1997 Annual Access Tariff Filings, the FCC
required Chillicothe to use the 15-day cash working capital allowance
method to calculate their cash working capital for the 1997-1998 Access
year because Chillicothe' s |ead-l1ag study was outdated. In response to
this decision, Chillicothe prepared a new lead-lag study in 1997
resulting in a lag factor of 30.41 days. This study is used in the

PYCOS and test year cost studies.



Change in Depreciation Rates and Anortization of Reserve Deficiency -

The Public UWilities Commission (PUC) of ©GChio has granted The
Chillicothe Telephone Conmpany permission to change its depreciation
accrual rates. The rates were changed because present average service
lives and net salvage values were not providing for the adequate
depreciation of property over its estimted useful life. The new
depreciation rates were adopted January 1, 1996, and result in
$4, 575,056 depreciation reserve deficiency. The deficiency will be

anortized over a 60 nonths period, starting January 1, 1996.

Establi shnment of a New Accrual Rate and an Anortization of a Reserve

Deficiency Due to an Early Retirenent — The Public Utilities Conm ssion

(PUC) has granted Chillicothe perm ssion to adjust the accrual rate for
Account 2212.10 by adding a new rate for Digital Switching-Software.

The rate will becone effective April 1, 1998.

Al so, the PUC has granted the anortization of the reserve deficiency
related to Chillicothe’ s request for an early retirenment of its digital
swi tching equipment for Account 2212. The reasons for this early
retirement are as follows: no naintenance assistance would have been
provided by the manufacturer of the digital swtching equipnent;
weat her related events created unusual calling volunes, causing nany

restarts of the switch, thereby service availability was severely

curtailed; frequent radio call-in prograns created such a high demand
on the switch that it would fail, so service was unavail abl e at vari ous
times; and attenpts at software nodifications were unsuccessful in



relieving the problem of periodic restarts of the switch. The reserve
deficiency of $1,482,228 wll be anortized over a 5-year period

effective April 1, 1998.



Section 2

DESCRIPTION OF TARIFF

Filing Information

Under Special Permission No. 86-696, dated Septenber 19, 1986,
Chillicothe established and filed its own interstate access service
tariff. This tariff, developed in accordance with sel ected sections of
Part 61 of Chapter 1 of TITLE 47 of the Code of Federal Regulations, is
entitled The Chillicothe Telephone Company Tariff F.C.C No. 1
(hereinafter referred to as the Chillicothe tariff). The effective
date of Chillicothe's tariff is January 1, 1987. It was established
for the provision of interstate access services to custoners wthin
Chillicothe's operating territory. Revisions to tariff |anguage and

rates filed June 16, 2000, will be effective July 1, 2000.

The Chillicothe tariff establishes a conprehensive rate structure for
the provision of access services to all Interexchange Carriers (I1CGCs)
and End Users. The Chillicothe tariff is designed to offer interstate

access services to all 1Cs on a nondiscrimnatory basis.

General Background

Through 1986, Chillicothe concurred in the National Exchange Carrier
Associ ation (NECA) access tariff F.CC. No. 1 and participated in the
NECA's mandatory Carrier Common Line pool and the voluntary Traffic

Sensitive and Billing and Collection pools. Chillicothe was legally



constrained to offer the access services described in the NECA access
tariff under the terns and conditions described in that tariff. In
1987, Chillicothe rel eased thenselves from these constraints by filing

their owm tariff covering these services on Cctober 3, 1986.

Wth this June 16, 2000, filing, Chillicothe will be making revisions to
their existing tariff to nore accurately reflect tariff rates altered
due to a conbination of the changes in Chillicothe's test year budget

and demand | evel s.



Section 3

TARIFF MATRIX

Overview

The following is a tariff matrix denoting any Chillicothe tariff text

and rate changes effective July 1, 2000, and a brief description

expl ai ning such changes. The mtrix is formatted by sequential

Chillicothe tariff sections and has been developed to sinmplify the

Commi ssion's review efforts.

Tariff Matrix

The foll owi ng pages contain anal yses of Tariff Section 6 and Section 7.

The anal yses can be found on the foll owi ng pages:

10



Section 6

VERS|I ON TO BE EFFECTI VE

CURRENT VERSI ON JULY 1, 2000 DESCRI PTI ON
Page Section Version Page Section Version
259 6.8.1(A)(1)&2) 27'" Revised 259 6.8.1(A)(1)&2) 28" Revised Revised Rates
259.1 6.8.1(A)(3)-(5) 13'" Revised 259.1 6.8.1(A)(3)-(5) 14'" Revised Revised Rates
262 6.8.2(A 26'" Revised 262 6.8.2(A 27'" Revised Revised Rates
269 6.8.2(B) 24'" Revised 269 6.8.2(B) 25'" Revised Revised Rates
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Section 7

VERSI ON TO BE EFFECTI VE

CURRENT VERSI ON JULY 1, 2000 DESCRI PTI ON
Page Section Version Page Section Version
322 7.5.5(A) 26'" Revised 322 7.5.5(A) 27'" Revised Revised Rates
323 7.5.5(B) 23'Y Revised 323 7.5.5(B) 24'" Revised Revised Rates
331 7.7.5(A 26'" Revised 331 7.7.5(A) 27'" Revised Revised Rates
332 7.7.5(B) 23'Y Revised 332 7.7.5(B) 24'" Revised Revised Rates
337 7.8.5(A) &B) 24'" Revised 337 7.8.5(A) &B) 25'" Revised Revised Rates
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Section 4

REVENUE REQUIREMENT DEVELOPMENT

Jurisdictional Cost Allocations

Test Year Budget

Per Order DA 88-1554, "In the Matter of Commi ssion Requirenments for
Cost Support Material to be Filed with 1989 Annual Access Tariffs,"
rel eased Cctober 3, 1988, Chillicothe is classified as a Tier 2B
conpany. Tier 2B conpanies, which are small telephone conpanies, may

devel op rates based on historical or prospective cost support.

Per DA 99-896, "In the Matter of Support Material to be Filed Wth 1999
Annual  Access Tariffs,” released WMy 13, 1999, paragraph 20,
Chillicothe chose to adopt the 2000-2001 prospective test vyear

Chillicothe al so chose to adopt this Order's PYCOS period of January 1,

1999, through Decenber 31, 1999.

Chillicothe conplied with this Oder in preparing their operating
budget formatted in Part 32's account structure. The budget was
devel oped by wusing year end, total conpany account balances and
applying various trends in growh estimtes between 1988 through 1999,
based upon individual studies of particular asset, reserve and expense

accounts.

13



Part 64

Concurrent with the devel opnment of the Part 32 budget was an anal ysis
pertaining to regulated/ nonregulated activities. CC Docket 86-111
(Part X) deals with the adoption of accounting and cost allocation
rules for separating the costs of regulated tel ephone service fromthe

costs of a tel ephone conpany’'s nonregul ated |ines of business.

Chillicothe anal yzes nonthly what business activities are regul ated and
nonregul ated. Activities that are not directly identifiable are terned
as being "comon" and appropriate allocation factors are devel oped.
Part X factors were appropriately applied to the test year budget, per
each Part 32 account. The regulated total conpany bal ances were used

for cost study purposes.

Separ ati ons Cost Study

Havi ng devel oped regul ated test year bal ances under a Part 32 format;
Chillicothe calculated its Part 36's rate base, expense summary, and

resulting revenue requirenent.

Chillicothe is in conpliance with the Universal Service-Related Part 69
Changes. Specifically, incunmbent |[|ocal exchange carriers using
uni versal service support received from the new universal service
mechani sms nust reduce or satisfy the interstate revenue requirenent

otherwi se collected through interstate access charges. DEM wei ghti ng

14



assistance will be received through the universal support mechani sm and

not access charges. Chillicothe has revised its projected cost studies

to incorporate DEM

The nodel 's output is organized by schedul es as foll ows:

I ndex to Separations Forns Schedul e
Revenue Requirenent/Income Tax Summary S1
Separ at ed Tel ecommuni cations Pl ant Summary S 2
Separ at ed Expense Sunmary S-3
Ceneral Support Facilities S-4
Central O fice Equi pnent S5
Information Origination/ Term nati on Equi prent S-6
Cable and Wre Facilities S-7
Anortizabl e Assets S-8
Tel econmuni cations Plant - O her Accounts S-9
Certain I ncone Accounts and Adj ustnents S- 10
Pl ant Specific Expenses S 11
Pl ant Nonspeci fic Expenses S 12
Cust omer Operations Expenses S-13
Cor porate Qperations, Taxes, and Equal Access Expenses S- 14
Reserves and Deferrals S-15

Access Charge Analysis

A

Access Charges Cost Study

The cost allocation/projection process described in the preceding
section produced projected test year interstate plant investnent and
expenses, per primary operating account. These results were then
allocated to access charge rate elenents to produce projected test
year interstate revenue requirenents by type of servi ce.
Chillicothe has adhered strictly to the FCCs Part 69, Access

Char ges.
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For purposes of this filing, Chillicothe has used the followi ng rate
elements for the determi nation of its revenue requirenment and rates

per service offering:

Rat e El ement Descri ption

Swi t ched Access:

a. Local Transport The Local Transport rate category provides
the transmssion facilities between the
t el ephone conpany's serving wire center and
t he interexchange carrier.

b. End Ofice The End O fice rate category provides the
| ocal end office switching and user
term nation functions necessary to conplete
t he transm ssi on of swi t ched access
comuni cations to and from the end users
served by the local end office.

Speci al Access Cost of private line services. Direct
i nvest ment s i ncl ude Cabl e and Wre
Facilities and Category 4 Central Ofice
Equi prent (Circuit).

The allocation procedures neet the requirements of the FCC s Part 69

Rul es and Regul ations by further dividing a particular jurisdictional

revenue requirement into four major access conponents including comobn
line, traffic sensitive, billing and collection, and the interexchange
category. Each of these mmjor access conmponents is further subdivided

into specific rate elenments as nmandated by the FCC i n Docket 78-72.

The nodel output is organized by schedul es as foll ows:

16



I ndex to Access Charges Forns Schedul e
Revenue Requirenent Summary A1l
Separ at ed Tel ecommuni cations Pl ant Summary A-2
Separ at ed Expense Sunmary A-3
Ceneral Support Facilities A-4
Central O fice Equi pnent A-5
Informati on Origination/ Term nati on Equi prent A-6
Cable and Wre Facilities A7
Anortizabl e Assets A-8
Tel econmuni cations Plant - O her Accounts A-9
Certain I ncone Accounts and Adj ustnents A-10
Pl ant Specific Expenses A-11
Pl ant Nonspeci fic Expenses A-12
Cust omer Operations Expenses A-13
Cor porate Qperations, Taxes, and Equal Access Expense A-14
Reserves and Deferrals A-15

17



Section 5

DEMAND QUANTIFICATIONS

Overview

This volune sets forth the demand forecasting process used to establish
the proposed rates for switched and special access services. The
requirenents for demand quantification are summarized. The nmet hods
used to nmeet these requirenents are then described for the various
services, features, and rate categories provided as a part of this
tariff. These include Local Switching, Local Transport, Information

Sur charge, and Speci al Access.

The forecasting process is explained, including the conpilation of
historical data and its use in forecasting. The resulting demand
forecasts, shown in the exhibits, are used in the rate devel opment

process set forth in the Cost Support binder

Switched Access Demand Forecasting

This section describes the methods used to develop forecasts of the
swi tched access demand quantiti es. Demand quantities utilized in the
devel opnent of rates include mnutes-of-use and mnute-mles. The
requi red data were devel oped by forecasting demand for the time period
from July 1, 2000, to June 30, 2001, based on historical demand

guantities. Sources for the required historical demand data include

18



carrier access billing records, access service requests, and other

t el ephone conpany records.

A. Conpilation of Historical Data

Conmpany records of access service usage are naintained on a
cal endar nonth basis, so there was no need to annualize the access
m nut es- of -use derived fromthese sources. Any retroactive billing
adjustnments had already been made to the usage data in these
records. Traffic sensitive mnutes-of-use by nonth, by feature
group; were conpiled for the nonths January 1997 through April 2000

for prem um m nut es- of - use.

B. Switched Access Mnutes of Use Forecasti ng Met hodol ogy

Hi storical traffic sensitive mnutes-of-use were used to forecast
traffic sensitive mnutes-of-use for all rate elenents. An
econonetric nodel of total access mnutes-of-use was constructed
usi ng exponential trending. The independent variable in this nodel
is access lines data provided by Chillicothe. The econonetric
nodel of the demand for traffic sensitive mnutes-of-use was

statistically significant and all variables had the expected sign.

C. Local Switching

The Local Switching rate is charged to Feature Goups A B, and D

originating and termnating premum mnutes-of-use. The total

19



traffic sensitive mnutes-of-use forecast wusing an econonetric
nodel was distributed to the Local Switching elenment based upon

recent historical data

D. Local Transport

Local Transport consists of Entrance Facilities, Direct-Trunked,
Dedi cated Signaling, and Interconnection. Local Transport Facility
charges are applied on a per-mnute per-mle basis. The Local
Transport Term nation charges are applied on a mnute-of-use basis.
Al other charges are flat-rated. The nunber of mles for the

Local Transport Facility is the percentage of the facilities owned

between Chillicothe and the interexchange carrier's point of
presence. The nunber of Local Transport mnutes is the traffic
sensitive mnutes-of-use forecast. Total traffic sensitive

m nut es- of -use forecast was devel oped using an econonetric nodel.

E. Information Surcharge

The Information Surcharge is applied per access m nute-of-use.
Total traffic sensitive m nutes-of-use forecast was devel oped using

an econonetric nodel

I, Special Access Demand Forecasting

This section describes the methods used to develop forecasts of the

speci al access demand quantities for rate elenents Chillicothe plans to

20



offer effective July 1, 2000. The required data were devel oped by
forecasting demand for the tine period from July 1, 2000, to June 30,
2001, based on historical demand quantities. Sources for the required
hi stori cal demand data include carrier access billing records, end user
billing records, access service requests, and other Conpany records

Specific exanples of the rate elenents quantified are nunbers of
channel term nations and channel mleage for the various categories of

speci al access.

A. Conpilation of Historical Data

Hi storical inventories of interstate special access services
provided to AT&T Communi cations, other interexchange carriers, and
ot her custoners were conpil ed. This conpilation was organi zed by
rate elenent and by service category. Chillicothe provides the
followi ng categories of interstate special access:

- Voice Grade

- Digital Data
- High Capacity

B. Special Access Demand Forecasting Met hodol ogy

To forecast demand for the tariff period by rate el enent, changes
in demand during the period January 1987 through Decenber 1999 were
anal yzed. Trends were identified and analyzed to estimate the
future demand for specific rate elenments in each service category.

Monthly demand forecasts for the tariff period were sunmed to

21



produce figures for the entire tariff period. These figures were

then used in the rate maki ng process.
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Thi s

Section 6

RATE DEVELOPMENT

section describes in detail the developnment of the rates for the

i ndi vidual access service rate elenents. Rate devel opnent is based upon

anended Part 69 Rules; effective test year revenue requirenments divided by the

test year demand quantities described in preceding sections.

Switched Access

Switched access service provides for point-to-point conmunications
pat hs between interexchange carrier terminal |ocation and telephone
exchange service |ocations. The costs and rates for swi tched access
apply to the wuse of comon termnating, switching and trunking
facilities of the Tel ephone Conpany's network by interexchange carriers

for their use in providing MIS/WATS and MIS/ WATS-1i ke servi ces.

Switched access service is provided in various feature group
arrangenents which are differentiated by the type of connection (i.e.,
line-side or trunk-side connection) and the access dialing pattern

(e.g., IXXXX, OXXXX, etc.).

The two general rate categories, which apply to switched access

service, are Local Transport and End Ofice

23



Local Transport

Local Transport is a two-way voice frequency transm ssion path
conposed of facilities determned by the Tel ephone Conpany. The
two-way voice frequency transnission path permts the transport of
calls in the originating direction (from the end user end office
switch to the customer-designated prem ses) and in the term nating
direction (fromthe customer-designated premises to the end office
switch), but not simultaneously. The voice frequency transm ssion
path may be conprised of any formor configuration of plant capable
of and typically used in the tel ecomunications industry for the
transm ssion of voice and associ ated tel ephone signals within the

frequency bandw dt h of approximately 300 to 3000 Hz.

Local Transport rates are made up of a Local Transport Term nation
rate, which is assessed on a per transm ssion path per access
m nute basis, a Local Transport Facility rate assessed on a per-
mle per access mnute basis, and flat-rated charges for dedicated
switched facilities. The Local Transport Term nation rate provides
for the comunications frequency transm ssion path at the Tel ephone
Company switching office and includes the Local Transport portion
of central office switching and central office circuit equipnent
(e.g., signaling, transm ssion devices, carrier channels, etc.).
The Local Transport Facility rate provides for the communications
path between the two serving wire centers. Language regarding the
Local Transport rate category and its associated two rates is

di scussed in Section 6 of Chillicothe's tariff.
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End O fice

The End Ofice rate category provides the local end office
swi tching and end user termnation functions necessary to conplete
the transm ssion of sw tched access conmmunications to and from the
end users served by the local end office. The End Ofice rate
category includes Local Switching and the Information Surcharge

rate el enents.

- Local Switching

The Local Switching rate elenent establishes the charges
related to the use of end office swtching equipnment, the
termnations in the end office of end user lines, and the
termnations of calls with the Tel ephone Conpany's intercept
operators or recordings. The Local Switching charge is
applicable to all feature groups when used to provide MIS/ WATS

servi ce.

- I nf ormati on Surcharge

The Information Surcharge rate is conprised of conponents
dealing specifically with directory assistance and ot her | ocal
directory functions. Informati on Surcharge rates are assessed

to a custoner based on the total number of access m nutes.
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Special Access Service

Speci al access service includes all exchange access arrangenents, which

generally do not use local end office switching, and thus involves the

nost

i ncl

t he

basic of transm ssion capabilities. Speci al access service al so
udes supplenmental features to inprove the quality and utility of

transm ssi on between such points.

Special access service consists of tw basic rate categories:

(1)

Channel Termination and (2) Channel M| eage.

Channel Term nation

The  Channel Termination rate category provides for t he
conmuni cati ons path between a custoner-designated prem se and the
serving wire center of that premse. One Channel Termnation
charge applies per custoner-designated premses at which the
channel is term nated. This charge wll apply even if the
customer-designated premse and the serving wre center are

collocated in a Tel ephone Conpany buil di ng.

Channel M| eage

The Channel Mleage rate category provides for the end office
equi prent and the transmission facilities between the serving wire
centers associated with two custoner-designated prem ses and

between a serving wire center associated with a custoner-desi ghated
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prem se and a Tel ephone Conpany hub. The Channel Ml eage rate
recovers the cost of the transm ssion path, which extends between
t he Tel ephone Company serving wire centers and/or hub and includes
primarily outside plant and central office equipnment used to

provide the facility.

Speci al Access Surcharge

The Special Access Surcharge also applies to all jurisdictional
interstate special access facilities, where through a function of
the device, the special access service interconnects to the |ocal
exchange network. The $25.00 surcharge is a nonthly charge applied
to each of these special access facilities on a per voice
equi val ent basi s. (The Special Access Surcharge is a part of the

Carrier Common Line elenment, not "Qther Charges.")

The special access rate structure is expected to neet the demands
of the market for services and to be sinple and well understood.
As such, each rate elenent appears separately and identically in
the rate structure for each service offering. In addition, the
provision for optional features and functions allows for the
custom zi ng of individual needs. This is consistent with the needs

to neet market demand with the options accordingly priced.

! The FCC did not release an order for the 2000 annual access tariff filing. Therefore, Chillicothe used the prior

year Order.
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